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Introduction

In an article published in the Portland Press Herald on July 24, 2010 titled Maine’s

Unfunded Pension Liability Looms as Election Issue, the unfunded liability is reported as

having increased from $3.1 billion to $4.4 billion through the recent financial crisis

beginning in 2008. It is also stated that by 2028, the year that the State is constitutionally
obligated to repay the liability, the State will need to pay $8.9 billion (The Associated Press)

It is important here to note that the unfunded liability referred to is from the state and

teacher retirement pension. The actuarial unfunded liability is the shortfall found when

calculating future assets of the pension and comparing them to future retirement
payments. The unfunded liability exists because of insufficient historical general funding

and increases in retirement benefits without increases in funding numerous times. The

State of Maine is constitutionally obligated to retire the unfunded portion of the pension by
2028 due to a constitutional amendment enacted in 1995 mandating the unfunded liability
be paid off by July 1, 2028. Since that amendment there have been many other changes

enacted to help pay down the debt and improve the funding ratio (the percentage of future
liabilities covered) of the pension.
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Explanation of Analysis

The following analysis has been completed to trace the historical trends and positions of
the unfunded liability and the funding ratio. The analysis will point out which legislative

changes appeared to have left the most impact on the actuarial unfunded liability based on

the financial data.

The analyst will present all legislative changes pertaining to or

impacting the Maine State Retirement System with extended reference and analysis given
to those changes deemed to be most effective to changes in the unfunded liability. Through

a series of tables and graphs the analysis will present financial data from the Maine State
Retirement System and the State of Maine. The analysis will cover the time between the
years of 1991 through 2013. All financial and legislative information presented is public.
All State of Maine General Fund financial information was taken from Comprehensive
Annual Financial Reports for the State of Maine dated 2000 – 2013 obtained through
http://www.maine.gov/osc/finanrept/cafr.shtml.

State General Fund information pre-

2000 was taken from a report in excel provided by Heidi MacDonald CPA, Manager,

Financial Reporting and Analysis for the Office of the State Controller. All MainePERS
financial information was taken from Comprehensive Annual Financial Reports dated 1991
– 2013 obtained through the Maine Public Employees Retirement System.
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Overview of State Financial History:
General Fund Budgetary Revenues and Expenditures
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Maine State General Fund Overview
Budgetary Basis

Table 1

Data from 1991-2000 provided by State of Maine financial office (name). Data from 2001-2013 taken from CAFRS

Table 1 presents revenues and expenditures on a budgetary basis for the State of Maine
general fund from 1991 through 2013. The analysis uses budgetary figures due to the
financial information collected from the State of Maine (financial office), which was

budgetary financial data only. General fund information is important in helping to show

the State’s overall financial health. A healthy general fund potentially means extra funding
to pay down the unfunded liability. Initial glances at Table 1 point to the excess revenues

(under) expenditures since 2001. Prior to 2001 and beginning at 1991 the State budgeted
6

excess revenues over expenditures 7 out of the 10 years. The State budgeted its largest

excess in revenues in 1998. It is not entirely surprising that the State has not budgeted for
excess revenues over expenditures since 2001. Since 2001 the United States has seen 2

recessions, 2 wars, political turmoil, and healthcare overhaul. Between 2001 and 2003 the

State budgeted for revenue shortfalls of over $200 million in all 3 years. Between 2007 and
2010 the State budgeted an average revenues under expenditures of $185 million. This is

important because the State can utilize any surplus from the general fund to help pay down
the unfunded liability; for example in 1999 and 2000 the State contributed $20 and $4

million of surplus respectively to the unfunded liability (CAFR 1999, 2000). As the Mane
economy improves the State has begun budgeting for increased revenues. Budgetary

revenues increased from 2010 to 2011 by 7.28%; from 2011 to 2012 by 2.95%; and from
2012 to 2013 by .82%. Although the increases may appear to be insignificant, the 3-year

trend of increases follows 2 years of decreases. From 2008 to 2009 the State budgeted for
6.68% less revenues and from 2009 to 2010 4.43% less. During this time the State also

budgeted for reduced expenditures: from 2008 to 2009 the State reduced expenditures by

2.15%; from 2009 to 2010 by 5.42%; and from 2010 to 2011 by .52% before budgeting for
a sharp increases of 8.41% in 2012. As the State continues paying down the unfunded

liability it can be argued that more help from the general fund will be necessary especially
if the contribution levels into the Maine State Retirement System of both employees and
employers remain stagnant or decrease.
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Maine State Retirement System:
Financial Overview
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Membership

Maine has seen membership in the Maine Retirement System fluctuate from 1991 to 2013

while members receiving benefits has increased year over year. Figure 1 shows the trend
of increasing members receiving benefits while the number of total members has

fluctuated. By the year 2013 there is only a 13,029 difference in total members and

retirement recipients. The largest spread came in the year 2001, which showed 29,445
more members than retirement recipients. 2001 also appears to be more of an outlier,

considering that for all other years from 1991 to 2013 the number of total members was
between 47,000 and 53,200.

Figure 1

Table 2 below shows the percent changes from year to year for both retirement recipients
and total members. From 2011 to 2012 and 2012 to 2013 the system saw its greatest

increases in retirement recipients since 1991. Retirement recipients increased 4.61% to
2012 and 4.57% to 2013. Total members also saw a substantial increases from 2012 to
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2013; gaining 5.55%. The column to the far right of Table 2 labeled Ratio shows the
retirement recipients as a percentage of total members.

Table 2

The membership graph and table show us that as retirement recipients are increasing at a
fairly steady pace, membership into the retirement pension is remaining relatively

stagnant. Total members increased by only 6,000 new members from 1991 to 2013 while

retirement recipients increased by 16,000 over the same period. Table 3 below shows the

amount of contributions to the plan by both employees and employers from 1991 to 2013;
it also includes retirement, death, and survivor payments for each year. Before 2003 the

amount of benefits paid was covered by the total amount of contributions by the employees
and employers each year. This is seen in the column to the far right, labeled Ratio. The
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column shows the benefit payments as a percentage of the employee and employer

contributions for each year. From 2003 on, with the exception of the time from 2005 to

2006, the amount of benefit payments continued to increase compared to the amount of
employee and employer contributions. The table shows that both, the employee and

employer contributions have increased and decreased sine 1991. The most significant

changes for employee contributions came in the years 1994 and 1995 with increases from
year to year of 13.57% and 19.74% respectively. Employer contributions have seen the

most fluctuation with significant changes coming in the years 1993 to 1995, 2000, 2002-

2003, 2006, and 2012. What Table 3 and Figure 2 show is that as benefits increased over
the years, employer contributions did not.
Table 3

11

Figure 2

As seen clearly in the above Figure 2, benefit payments have far surpassed the combination
of employee and employer contributions. Employee contributions were at a 5-year low in

2013 and employer contributions were at the second lowest in the last 8 years in 2013, the
lowest being in 2012. With the unfunded liability and increasing benefit payments, it may
be assumed that employer and employee contributions would increase; however,
according to Figure 2 and Table 3, that is not the case with the pension.
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Table 4

Balance Sheet

2009 is the year that deserves a highlight, as it is the year that the balance sheet assets took
the largest loss out of the period from 1991 to 2013. A decrease in assets of 32% took

assets from $13.5 billion in 2008 to $9.1 billion in 2009. The only other decreases came

from 2007 to 2008, 2000 to 2001 and from 2001 to 2002, all in times of recessions. Figure
3 below clearly traces the trend of the assets from 1991 to 2013, clearly showing the dips

from 2000-2002 and 2007-2009. The fund assets, in 2013, are only $1.2 billion away from

the highest point of $14.1 billion in 2007. Liabilities have increased since 1991, although as
a percentage of assets they have decreased from .45% to .12%. As can be seen in figure 4
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and Table 4, liabilities have had one sharp increase in 2005 and remained steady until 2009
when they sharply decreased.
Figure 3

Figure 4
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Figure 5

As can be seen in Figure 5 above, liabilities have begun to climb again from 2011to 2013 as

assets continue to climb. It is important to note that the liabilities presented on the balance
sheet do not make up the unfunded liability, which will be discussed later in the actuarial

valuation section.
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Figure 6

Income Statement

Based on the graph above we can note the two most recent recessions quite easily. The

dips in the trend line for net gain (loss) on security sales – appreciation/depreciation
matches up with the dips in the values of assets from Figures 3 and 5. This is what we

would expect as the decreases in appreciation/depreciation caused by the recessions is
what caused the shrinking of assets. An important note here is that it is easy to see the

reliance on the market for the state and teacher retirement fund to remain healthy. As with
most pensions, when the market was down pensions were shrinking. After a sharp decline
in 2012, 2013 appears to mark a promising return to gains for the pension fund.

Throughout the period from 1991 to 2013 income has fluctuated as is expected from most
investment funds.
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Figure 7

Actuarial Valuation

Figure 7 traces the funded ratio from 1991 to 2013 of the State and Teacher portion of the

Maine State Retirement Fund (with no information available for 2010). The funded ratio is

the percentage of future benefits that are covered by current assets and assumptions about
contributions and market gains over time. As can be seen in Figure 7 the funded ratio has
improved significantly since 1991. The ratio has gone from below 40% to above 75%
hitting a high of 77.58% in 2013. It can be seen that the funding ratio did dip slightly

during times of recession and economic downturn; 2001-2003 and 2009. Figure 7 also

points out that there was a steady improvement to the funding ratio from 1994 to 2000.
After 2000 the ratio has fluctuated ranging from 67.41% to 77.58%.
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Table 5

The actuarial value has trended consistently up due to the smoothing of asset gains.

Smoothing is simply spreading out gains and losses over a set period of time so that there
are no sharp gains or losses. During the recessions the losses do not appear as dramatic

due to the smoothing. The unfunded actuarial liability has fluctuated from 1991 to 2013,
with a high being in 2009 and a low being in 2000. Since its high in 2009 the UAL

decreased substantially to 2011, however it jumped back up in 2012 before slightly

decreasing in 2013. In contrast to Figure 7, Table 5 reports a still large unfunded liability.
The funding ratio may be improving and almost at 80%; however, the unfunded liability
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balance remains at $2.65 billion. It can also be helpful to look at the columns labeled

“unfunded accrued liability” and “market value.” Market value can show us the more

dramatic picture of the decrease in value from 2008 to 2009, dropping from $8.3 billion to

$6.6 billion respectively. The unfunded accrued liability section provides what the liability
is in terms of today’s costs rather than future costs. Below are tables showing values for
the three funds not discussed in detail; Legislative, Judicial, and Participating Local

Districts. The actuarial section focuses on the State and Teacher retirement because that is
where the large unfunded liability lies.
Legislative
Table 6

The legislative fund is currently more than 100% funded showing a negative unfunded
actuarial liability.
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Judicial
Table 7

The Judicial plan has fluctuated since 1991 showing an unfunded actuarial liability of as
great as $9.6 million or as little as ($3.6 million).
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Consolidated Participating Local Districts
Table 8

The PLD plan has fluctuated from being more than 100% funded to having an unfunded
actuarial liability of $291 million.

It is important to note that the State and Teacher plan carries the largest unfunded

actuarial liability currently at $2.65 billion compared to other plans at ($2.9 million), $1.3

million, and $291 million. It is also important to note that the State and Teacher plan is the
only plan that has not been 100% funded at some point from 1991 to 2013.

21

Legislative Changes

Analyst Selected From 1991 - 2013
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Disclosure Statement

The legislative changes section of this analysis presents in two ways. First presentation is a
bulleted list of legislative changes from 1991 to 2013, chosen by the analyst as seemingly

most effective to paying down the unfunded liability, including a synopsis of benefits as of
1991 for the state employee and teacher retirement plan. The bulleted list provides

minimal details of the actual legislative bill. Second is a discussion of impacts on the

unfunded liability potentially from legislative changes. This discussion will include looking
at data trends after the legislation was enacted.
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Bulleted List of Changes: selected by analyst

1991: Benefit and Plan Determinations Before Changes:
Contributions at 6.5% except for:
•

State police, inland fisheries and wildlife officers, and marine resource officers

employed before 9/1/84 contribute 7.5% of earnable compensation for 20 years
•

•

and 6.5% after 20 years

State police and prison employees employed after 8/31/84 contribute 7.5% of

earnable compensation for 25 years and 6.5% after 25 years

Forest rangers and state prison employees employed before 9/1/84 contribute

7.5% of earnable compensation until eligible for retirement and 6.5% after

Eligibility:
•

If currently in service retirement after 25 years or age 60 with either 10 years of

•

service or 1 year immediately before retirement

•

service.

If not currently in service retirement is after 25 years or at age 60 with 10 years of

•

1/50 of average final compensation of membership years up to 25

•

reduced 6% each year before 62

Entering the plan after 12/1/84 retirement age moves to 62 and early benefits
Special Plans:

o State police, inland fisheries and wildlife officers, and marine resource
officers employed before 9/1/84 1992:


Eligibility after 20 years of service in named position
24



Benefit is half of average final compensation plus 2% each year of
service past 20 years of service

o State police employed after 8/31/84:




Eligibility after 25 years as state police officer

Benefit is the same as general employees, but reduced for payment
before age 55 rather than age 60

o Forest Rangers employed before 9/1/84:



Eligibility at age 50 with 25 years of creditable service

Benefit is half of average final compensation plus 2% each year past
qualification of retirement

o Airplane Pilot employed before 9/1/84:




Eligibility at age 55 and with 25 years service

Benefit –is the greater of:
•

•

Half of average final compensation plus 2% per year after
qualification

After age 60 use the general formula

o Liquor Inspectors employed before 9/1/84:




Eligibility is at age 55 and 25 years of service

Benefit is half of average final compensation plus 2% each year past
qualification of retirement

o State Prison Employee employed before 9/1/84:


Eligibility is at age 50 and 20 years of service
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Benefit is half average final compensation plus 2% per year after
qualification

o State Prison Employee employed after 8/31/84:




Eligibility is 25 years of service

Benefit is the same as general employees, reduced for retirement age
55 rather than 60

Legislative Changes:

Contribution Rate Changes
•

•
•

1992: 1% increase in employee contribution rate for State and teacher members
hired after July 1, 1992

1993: Employee contribution rates increased 1.15%

2002: Establish a minimum level of employer contributions to State
employee/teacher retirement plan

Special Retirement Plans
•

•

1994: Members who became State police officers after August 31, 1984 and

complete 25 years of credible service can retire before 55 with no benefit reduction

1997: State fire marshals, State fire marshal inspectors, State fire marshal

investigators, and motor vehicle inspectors have option of qualifying for service
•

retirement benefit after reaching age 55 with 25 years of service

1998: Police service retirement start date changed from September 1, 1984 to

September 16, 1984 for qualification to special retirement after 20 years of service
(bill also includes how to fund new cost)
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•

1998: 1998 special plan – retirement age of 55 for certain employees hired on or
after September 1, 1984 or July 1, 1998. Member with 10 years of service under

this plan can retire at age 55 with no penalty for years of service in special plan –
•
•

other service subject to penalty

1999: Included more employees to 1998 special retirement plan

2000: Remove police officers hired after September 15, 1984 from 1998 special

plan and place them in a new special plan for retirement after 25 years regardless
•

of age – refunds any additional contributions made

•

stay in plan upon closing of center

2000: Bangor Pre-release center employees covered by 20-year retirement plan to

•

2001: Another extension of 1998 special plan

•

for retirement after 25 years regardless of age

2001: Remove groups from 1998 special plan and place in special retirement plan

2002: Amend changes to special plan coverage for Inland Fisheries and Wildlife

Officers and Marine Resource Officers – makes inclusion of service earned on and
•

after September 1, 2002 contingent upon additional funding of new plan

2002: Extend 1998 special plan to more and sets employee contribution rate at
8.65% for that group

Amortization of Unfunded Liability
•

•
•

1993: Amortization schedule for payment of unfunded liability extended from 25
years to 35 years

1995: Unfunded liability be paid off by July 1, 2028 and no new liabilities created

1998: Unfunded liability be paid off in no more than 25 years from June 30, 1998
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•
•

2003: Extended amortization period for the unfunded liability

2005: Change to amortization period of unfunded actuarial liability associated with
retirement plan that covers state employees and teachers from 15 years from June
30, 2005, to 23 years from June 30, 2005

Normal Retirement Age and Vested Status
•

1993: Except for special plans, all State, teacher, legislative, and judicial members

with less than 10 years of service as of July 1, 1993 had normal retirement age set to
•

62

1993: Benefits reduction for members who retire before reaching normal age

changed for members with less than 10 years of service at July 1, 1993 from being
•
•

based on actuarial tables (2-1/8% per year) to 6% per year

1999: Change requirement of service to be vested from 10 years to 5 years

2011: Normal retirement age changed from 62 to 65 for new hires and current
members with less than 5 years of service on July 1, 2011

Cost of Living Adjustments
•

1993: Cost of Living Adjustments were changed from being applied to benefits of

retirees receiving retirement benefits for at least 6 months to those who have been
•

receiving a retirement for at least 12 months

•

earners and clerical workers)

•

negative COLA just actuarial adjustment next positive year)

2001: CPI-U for all cost-of-living adjustments (all urban consumers vs. urban wage
2009: COLA changes to address impact of negative consumer price index years (no
2011: 3 year freeze on COLAs
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•
•

2011: COLA capped at CPI-U or 3% - whichever is lower

•

based on actual COLAs granted

2011: COLA will only apply to first $20,000 of benefit – this will go up each year
2011: There may be 3 one-time COLAs if sufficient funds exist

General Fund Surplus Payments
•

1998: 1st transfer to retirement allowance from surplus of general find must pay
remaining actuarial costs or accumulated interest of early retirement incentives



made to employees of certain school units

2013: Removal of MainePERS from General Fund surplus money

Health Benefits
•

1998: Funds to increase State’s share of cost of retired educators’ health insurance

•

from 25% to 30% effective January 1, 1999

•

30% to 35%

•

2001: Increase state share of health insurance premiums for retired teachers from
2003: Increase health insurance payment for teachers, 35% to 40%

2005: Increase portion of retiree health insurance paid by the state for teachers
from 40% to 45%
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Table 9

Discussion: Impacts of Legislative Changes on Unfunded Liability
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Contribution Rates
Employee and employer contribution rates were increased in both 1992 and 1993, with a

minimum rate being established for employers in 2002. After dropping in 1992, the funded
ratio improved each year from 1993 to 2000. The actual amount decreased from $3.18

billion in 1992 to $1.97 billion in 2000 with one increases in 1994 and 1996. Increasing

the contribution rate may have had some influence on this trend. After 2000, Maine saw

two recessions and saw the unfunded liability climb back up to a high of $4 billion in 2009.
Special Retirement Plans

Special retirement plans have fluctuated from 1991 to 2013. The state has added

employees to special plans with funding requirements and without funding requirements.
Although there are no real correlations between the special plans and the unfunded

liability it only takes common sense to understand that a retiree receiving a full pension at
the age of 55 does not help reduce the pension liability. There is no evidence in this

analysis to show that special plans have hurt progress on the unfunded liability,; however,

questions are raised concerning where the liability would be if all retirees needed to reach
the age of 62 or 65 to receive full benefits without penalties.
Amortization of Unfunded Liability

The amortization period has been changed several times within the period of 1991 to 2013.
The change having the most impact was the constitutional amendment to pay the unfunded

liability off by July 1, 2028 and to not be able to create new liabilities. Before the recessions
the state appeared to be on track to have the liability paid down early. This would have

saved the state money as the unfunded actuarial liability includes interest. The state is now
back at the amortization period to July 1, 2028, leaving just 14 years to pay down the debt.
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The state paid down the liability from 1992 to 2000 at an average of $151.3 million per

year. At that rate the state would not pay down the unfunded liability as it stands at fiscal
year end of 2013.

Normal Retirement Age and Vested Status
The normal retirement age has been increased two times since 1991. It was bumped to 62

in 1993 and 65 in 2011. As mentioned above the unfunded liability was paid down by $1.2

billion from 1992 to 2000. After increasing from 2011 to 2012 the liability decreased from
2012 to 2013. The 1993 change to a 6% penalty for early retirement may have helped

reduce the liability before the recessions. However; the state changed the vested status to
after 5 years of service from 10 years of service in 1999.
Cost of Living Adjustments

In 1993, along with other legislative action taken to tackle the unfunded liability, cost of

living adjustments (COLAS) were changed from being applied to those receiving benefits

for 6 months to those receiving benefits for 12 months. This contributed to the decrease in
liability from 1993 to 2000. In an attempt to pay down the unfunded liability; post

recessions; the legislature placed a freeze on COLAS in 2011. The freeze is in effect for 3
years: 2012, 2013, and 2014. This freeze has helped to control the liability, however an

analysis including 2014 is needed to see how the COLA freeze is impacting the unfunded
liability.

General Fund Surplus Payments and Health Benefits
The health benefits were not analyzed, however it was deemed important to note health
insurance changes. It will be interesting to see how the 2013 bill to remove MainePERS
from general fund surplus money will impact the unfunded liability in years to come.
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Short Post-Analysis Discussion

After analyzing the years 1991 through 2013 it became apparent that the major attempts to
impact the unfunded liability came in 1993, 1995, and 2011. The liability was on track to
be fully paid before the recession in 2001 and the recession in 2008 hit the economy.

Although progress has been made, there have been some decisions that do not aid in the
attempt to be 100% funded. The special plans appear to hurt the system as retirees are

drawing early and for longer periods of time. Drastic measures were taken in 1993 to clear
up historical mistakes, and it seems as though drastic measures must be taken again to
recover from two economic recessions.
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